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Wall Financial Corporation was formed as a public company in 1969. The Company ts focused on 
the development, acquisition and management of residential income producing properties, the 


development and sale of single and multi-family housing, the development and management of hotel 


properties and investments in bonds and marketable securities. Over 95% of the Company's 
activities are concentrated in Greater Vancouver. The total Company portfolio as at May 31, 1998 
contains 1,346 rental residential units and 557 hotel rooms. 


5 Year Comparison 


Years ended January 31 


1998 1997 1996 1995 1994 
Income Statement 
Revenue and other income 71,007,793 46,610,240 $ 67,712,201 $52,865,480 $ 57,815,557 
Cost of sales and expenses 45,641,956 36,219,815 56,910,222 51,050,142 48,376,065 
Earnings before income taxes 25,365,837 10,390,425 10,801,979 1,815,318 9,439,492 
Net income 18,052,041 7,495,815 6,785,979 1,145,318 5,035,492 
Earnings per share $0.54 $0.22 $0.20 $0.03 $0.15 
Earnings before depreciation, — 
interest & income taxes - 37,116,748 25,175,348 26,005,772 13,868,696 15,894,206 
per share — $1:10 $0.75 $0.78 $0.43 $0.48 
Balance Sheet 
Total assets 191,709,440 196,515,873 $196,780,679 $203,820,634 $145,498,545 
Revenue producing property 29,029,723 66,144,013 68,530,754 73,512,611 40,964,673 
Hotel 83,393,224 93,879,719 72,703,398 72,523,983 0 
Properties held for & 
under development 46,812,409 16,061,005 15,379,482 21,449,418 92,734,557 
Fixed rate debt 38,816,178 89,617,672 82,180,600 94,666,586 29,600,976 
Floating rate debt 78,693,400 60,821,164 52,612,756 60,032,190 ELST 
Shareholder’s Equity 
Book value ©40065247, $27,613,206 $ 28,269,221 $ 21,483,242 $25,715,537 
Book value per share $1.37 $0.82 $0.85 $0.64 $0.78 
Common share market prices 
High $5.00 $3.50 $2.92 $3.85 $3.25 
Low $2.75 $2. 1a $2.09 $2.05 $1.75 
Dividends paid 0 $ 8,502,830 $0 $ 5,781,924 $0 
Dividends per share 0 $0.25 $0 $0.17 $0 
Operations 
Number of rental units 1,346 1,686 1,776 1,941 2,036 
Number of hotel rooms 557 630 428 391 0 
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Over the past year the Company focused on repositioning its portfolio of assets 
and generating returns on shareholders’ equity. Through the sale of select 
revenue properties, management freed up capital to repay fixed-term debt and 
redirect funds to current development projects and investments. 


Our expansion into the hospitality sector in fiscal 1997 and 1998 coincided 
with one of the best years for the industry in British Columbia. As a result, we 
were able to enhance our returns at the Sheraton Wall Centre and capitalize on 
the increased value of the Landis Hotel through its sale in June, 1997. The 
purchase of the 129 room Comfort Inn in Richmond in March provided us with 
both stable cashflow and a development opportunity on the surplus land. 


This year we expect hotel occupancy rates to remain stable with increases in 
the average daily rate. Long term, we remain optimistic that the sector will 
perform well and have finalized our plans to proceed with the expansion of the 


* Sheraton Wall Centre. 


Select development opportunities were pursued in the past year with three 
properties underway: The Park, a 152 unit condominium tower now 80% 
complete with 75% presales; The Canadian @ Wall Centre, a 234 unit 
condominium tower with excavation complete and construction commencing. 
With 45% pre-sales, we have outperformed the market and are confident in its 
success; Surrey Wiltshire subdivision of 64 single family lots with 45% sold. 


Income from our rental portfolio was reduced significantly due to the sale of 
the Suites at Wall Centre (216 units), Elizabeth Manor (55) and Hampton Place 
(69). The sale of these properties produced significant capital gains. Rents 
generally remained stable with slight increases in urban areas offset by 
increased vacancies in suburban markets. Operating costs increased slightly 
with additional capital expenditures for upgrades at selected properties. 


FINANCIAL REPORT 


Net income for fiscal 1998 is $18,052,041 or $0.54 cents per share.The gains on 
the sale of rental apartments and the hotel were $16,273,548 and $2,395,997 
respectively. Investment income of $4,369,068 is evenly split between capital 
gains and interest income. General and administrative costs are higher, reflecting 
executive compensation as determined by the newly formed executive 
compensation agreement which aims to involve the principal executives in the 
earnings performance of the Company. Interest expense is significantly lower 
due to the sale of properties, the repayment of debt and the management of 
short-term vs. long-term rates paid by the Company. 


The Company will continue to focus on the growth and management of its asset 
base while pursuing development and investment opportunities. 


Bruno Wall, President 


May 31, 1998 


Wall Financial Corporation is a B.C.-based publicly owned real estate company 
founded in 1969. 


Over 95% of the Company’s revenues are generated from assets which are situated 
in the Greater Vancouver area of British Columbia - one of the fastest growing and 


most stable residential real estate markets in North America. The Company’s 
activities are concentrated as follows: development and management of residential 


ey % hs aes rental units; development and construction of townhouses and condominiums for re- 
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marketable securities. 


1998 OPERATING RESULTS 


Revenue from operations increased by $9,108,661 (24%) attributed primarily to 
increasing revenues from hotel operations. Cost of sales increased due to lower 
gross margins in both the hotel and rental apartment operations. 


Rental Apartments. Revenues decreased by $2,981,322 as the largest property in 
terms of revenue, the Suites at Wall Centre, was sold in the beginning of the year and 
a smaller property, the 55 suite Elizabeth Manor was sold mid year. No new rental 
properties were added to the portfolio. Cost of sales increased slightly ($311,505) 
and significantly as a percentage (6%) due to extraordinary one-time maintenance 
costs at selected suburban properties. Rental rates on a suite by suite basis are 
expected to increase 3% in urban areas and 1% in suburban areas and we are 
forecasting a slight decrease in operating costs. 


The sale of the two rental properties and a 
portion of a third contributed significantly 
to earnings ($16,273,548). This is a 
one-time gain as management does 


not anticipate selling additional 
properties in the next fiscal year. 


Rental Income Hotels. Hotel revenue and NOI 


increased significantly from 

last year reflecting improved 

results at the Sheraton Wall 

Centre, the acquisition of the 
Vancouver Airport Comfort 
Inn and the half year revenue 
from the Landis Hotel. 


Revenues from the Sheraton 
increased by approximately 
$2,000,000 with an increase in NOI of 


Revenue Source approximately $900,000. 


Management achieved its objective of increasing 
the average daily rate (ADR) but suffered a slight loss in occupancy as a result. 
Forecasts for this year call for an ADR of $163 and an occupancy rate of 74%. 
Revenue from the Comfort Inn was in line with expectations. The property operated 


at approximately 50% capacity for most of the year due to the significant 
renovations. Forecast NOI for this hotel is approximately $1,500,000. 


The Landis Hotel was sold in June, 1997 and the gain on sale of $2,395,997 is 
recorded as a gain on sale of revenue-producing properties. 


Feed Operation. The feed operation’s assets were sold in February, 1998 for 
a gain of approximately $2,700,000. Some of the costs associated with the sale, 
notably the unwinding of grain purchase contracts, were allocated to this fiscal 
year resulting in a decrease in the operating margin. As the feed operation is 
considered a “discontinued operation”, the revenue and expenses are recorded 
as a net figure. 


Development properties. The Company recognized $2,589,000 in sales of 
single family residential lots this year and in the next year intends to sell the 
balance of its single family lots for gross proceeds of approximately $5,000,000 
and the majority of the condominium units at The Park. Should all of these 
units sell prior to January 31, 1999, the Company anticipates recording sales of 
approximately $35,000,000. 


Investments. The Company’s investments in marketable securities again 
generated significant returns on equity Gin excess of 50%) for total income of 
$4,369,068. This income is divided between interest income (43%) and capital 
gains (57%). The gain on foreign currency translation is not a transaction gain 
but rather reflects the increased value of the U.S. held net assets at year end 
due to currency fluctuations. 


General and administrative costs increased primarily due to the incentive 
based compensation package provided to senior management as approved by 
the Board’s Management and Compensation Committee. Effective February 1, 
1997, the compensation for senior management is calculated at 20% of pre-tax 
income, excluding capital gains on revenue properties owned prior to 
February, 1997. 


Interest expenses decreased by $3,026,118 reflecting the reduction of debt 
due to the sale of rental apartments and hotels. Depreciation and amortization 
increased slightly due to the acquisition of the Vancouver Airport Comfort Inn. 


FIXED RATE DEBT 


Mortgages on revenue producing properties declined by $50,801,494 resulting 
from the sale of two properties, the Suites at Wall Centre and the Landis Hotel, 
and the conversion of fixed rate debt to floating rate at two rental apartments. 
No new fixed rate debt was placed this year. The schedule of fixed rate debt 
illustrates our current refinancing requirements over the next 14 years. 


Subsequent to year end, the Company has negotiated a fixed rate mortgage of 
$55,000,000 on the Sheraton Wall Centre for a 5 year term. The proceeds will 
be used to repay floating rate debt and provide funds for general operating 


purposes. 


All fixed term debt obligations are in good standing and the security provided 
in respect of these debt obligations is typical of the industry. 


Schedule of Fixed Term Debt 


DUE DATE AMOUNT 
oo) ee re nr en re nhs hes A og 551,592 
1 i een er oc 6,233,916 
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BOOS envi. < tyne ut ye es: tee a ae 631,177 
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PA9) > om ee eee ern EMS cue P A ile ies Bhd Semen 11,305,145 
20062 sos Mu wile Gm Gh Boe ae Sei at ee 461,484 
2007 ©" en PS Se Be ee ee eee ee ee 505,454 
2008 as acen vo ORL ee ee ee 553,622 
ZOOD oie ce es ala te ye ete te te ene het we Re Sel ee ase 606,391 
QOUO tc Fin com sochtachete BGs et ee 16,196,995 
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DOT 2 ee as oh SNE ese Cee Ry Oe Se ne ee 0 
TOAD o.5. 2 ae Oe nce cael Ee ea ee a a 38,816,178 


8.65% weighted average interest rate 


FLOATING RATE DEBT 


Floating rate debt consists of two elements: 
1. Bank lines of credit or demand loans secured by revenue producing properties. 
Available facilities total $100,868,000 of which $52,454,000 was drawn as of 


Fixed vs. Floating Debt 


in thousands of dollars 


Fixed em Floating 
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1998 1997 
January 31,1998. Most of the Company’s bank lines of credit have been in place for 
many years. Interest rates are based on prime lending rates, Banker Acceptance rates 
and LIBOR loans. The average interest rate paid on floating rate debt was 5.5%. Debt 
is managed by fixing rates for periods of up to a year, though interest rate swaps and 
staggering maturity dates on Banker Acceptance and LIBOR Loans. 


2.Committed term construction loans total $60,900,000 of which $20,211,000 
was drawn as of January 31, 1998. These facilities are made available via 
construction draws and secured by the properties under development. 
Interest rates are prime based or Banker Acceptance rates. 


All floating rate debt obligations are in good standing. 


The Company maintains excellent relations with four of Canada’s major 
chartered banks. 


ASSET REVIEW 


Over the past year, the Company significantly decreased its portfolio of rental 
apartment assets, decreased its hotel assets and significantly increased assets 
held for and under development. 


REVENUE PROPERTIES 
Rental , 


The inventory of rental apartment units decreased from 1,686 to 1,346 due to 
the sale of the 216 unit suites at Wall Centre, the 55 unit Elizabeth Manor in 
Surrey and the commencement of sales at the 69 unit Hampton Place, also 
located in Surrey. 


The two Surrey properties were sold as their potential for future capital and/or 
cashflow appreciation were limited for 

the near term future due to the 

softness in the suburban Vancouver 
Rental real estate market. Elizabeth 
Apartments Manor was sold as a rental 
15% property and the sale generated 

a gain of $1,637,368. Hampton 
Place is being marketed as 
individual condominium 


25% 
Held for units. Approximately 50% of 


ee the sales were completed as of 
development year end and as of the date of 
this report, the project is 78% 


sold. 


The condominium market in 
Asset Mix downtown pence appears to 
have plateaued in the past 12 months 

with prices remaining relatively stable, but 

sales volume has declined significantly. The Company’s decision to commence 
marketing the Suites at Wall Centre in September, 1996 appears in retrospect 
to have been the correct decision. Of the 216 residential units, all but 2 have 


been sold, resulting in a gain of $14,140,796 for fiscal 1998. 


The Company has no immediate plans to dispose of any additional rental 


apartments. 


hes 


Portfolio of Revenue Producing Properties 


Residential Rental Properties Date built, # of units % of . 
or acquired ownership 

Amber Lodge, 1045 West 14th Avenue 1972 50 100 

Vancouver, B.C. 

Ambleside Tower, 1552 Esquimalt Avenue 1970 185 100 

West Vancouver, B.C. 

Beaconhill, 125 West Keith Road 1969 49 (98) 50 

North Vancouver, B.C. 

Greenwood Gardens, 14831 - 104th Avenue 1972 183 100 

Surrey, B.C. 

Maple Place, 10611 - 10675 150th Street 197 250 100 

Surrey, B.C. 

Pacific Park, 9450 - 9480 128th Street 1974 288 100 

Surrey, B.C. 

Seafair, 3851 Francis Road 1969 78 100 

Richmond, B.C. 

Shannon Mews, 7131 Granville Street 1976 161 100 


Vancouver, B.C. 


Vista del Mar, 145 West Keith Road 1967 67 (119) 56 
North Vancouver, B.C. 


Yorkshire, 2336 York Avenue 1970 35 100 
Vancouver, B.C. 


1,346 


Hotel Properties 
Sheraton Wall Centre Hotel 1994 428 100 
1088 Burrard Street, Vancouver, B.C. 


Vancouver Airport Comfort Inn 1997, 129 100 
3031 No. 3 Road, Richmond, B.C. 


557), 


Hotels 


In the past year, the Company sold the 202 room Landis Hotel for a gain of 
$2,395,997 and purchased the 129 room Skyline Hotel. The Landis was sold as the 
Company chose to focus its downtown efforts on Wall Centre. The Skyline was 
purchased due to its strategic location adjacent to the Vancouver International 
Airport and for its redevelopment potential. The existing rooms and common areas 
have undergone a $2,200,000 renovation and the property is now operated as the 
Vancouver Airport Comfort Inn. We have submitted a rezoning and development 
permit application for the vacant land adjacent to the hotel and anticipate approval 
this summer. A decision to proceed is dependent on the growth of airport traffic 
and the increase in the supply of hotel rooms in the area. 


LAND HELD FOR AND UNDER DEVELOPMENT 


The inventory of land held for development increased substantially attributed 
to the construction of The Park condominium tower, the acquisition of a 
development site in downtown Vancouver across the street from the 


Total Assets 
in thousands of dollars 
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Company’s Wall Centre, and the acquisition and development of a 64 lot single 
family subdivision in Surrey, 15 miles east of Vancouver. 


The Park is a 25 storey condominium tower of 145 units and seven frame 
townhouses located two blocks from Stanley Park. A successful pre-sale 
campaign was initiated in spring of 1997 and construction commenced in 
May. To date, 75% of the units are sold and occupancy is scheduled for August, 


1998. 


In September, 1997, we purchased a vacant development site with 
development approvals in place for a 234 unit condominium located across 
the street from Wall Centre at the corner of Hornby and Helmcken Streets. Pre- 
sales commenced in January, 1998 and total 45%. Construction commenced in 


April with occupancy scheduled for April, 2000. 


A 15 acre single family development site in Surrey was purchased in July, 1997 
and this site was subdivided into 64 building lots. With 25 sales in place, we 
expect to be sold out by the end of this fiscal year. 


The Company owns two development properties in Abbotsford, one hour east 
of Vancouver, both zoned for woodframe condominiums. Due to weak market 


conditions, a construction commencement date has not been established. 


Subsequent to year-end, in March 1998, the Company entered into a binding 
contract to purchase a development site in downtown Vancouver at the 
corner of Nelson and Seymour Streets zoned for approximately 300,000 of 
density. The Company is in the midst of preparing a Development Permit 
application for the construction of a rental apartment tower. 


Phase II of Wall Centre is the Company’s most significant asset held for 
development. An existing Development Permit and Excavation Permit is in 
place. Financing commitments have been received and construction is 
scheduled to commence in June, 1998. We have requested an amendment to ~ 
our Development Permit increasing the density by approximately 180,000 s.f. 
and permitting residential condominium use for the top one-third of the 450 
foot tower. Our application has been favourably received by the City and we 
expect approval by October, 1998. 


When complete, the mixed use tower will consist of approximately 350 guest 
rooms, 20,000 s.f. of meeting space and 55 condominium units. The hotel will 
be flagged as a Sheraton and we anticipate operating both towers as one hotel. 
Completion is scheduled for summer, 2000. 


INVESTMENTS 


The Company continues to invest in bonds, bond derivatives and marketable 
securities. Through the establishment of a strong relationship with Canadian 
and U.S. investment houses, the Company has earned a return on equity 
invested in excess of 50% for the past two years. The Company intends to 
continue with its investment activities. 


DIVIDENDS 


The Company last paid a dividend of $0.25 per share on March 15, 1996.The 
Company has a dividend policy in place as follows: 


In respect of each fiscal year beginning with the fiscal year ending January 31, 
1997, the Board of Directors shall declare and pay annual dividends in an 
aggregate amount representing approximately 25% of the company’s after tax 
net income in respect of the fiscal year then most recently ended. This 
Dividend Policy may be amended from time to time or repealed if, as and when 
determined by the Board of Directors. 


Given the difficulty experienced in securing hotel construction financing, the 
Board chose not to distribute any dividends in the past fiscal year. The 
financing now in place restricts dividend payments via a requirement that net 
shareholder equity, defined as the aggregate total of Share Capital and Retained 
Earnings must be maintained at no less than $30,000,000. 


Subsequent to year end, the Board declared a cash dividend of $0.05 for each 
common share without par value in the capital of the Company for the holders 
of record of the common shares without par value on the 27th day of May, 1998 
to be payable on or before the 22nd day of June, 1998. 


RISK MANAGEMENT 


In the normal course of its business, the Company is exposed to various risks 
which may affect its performance. These risks and the company’s actions are 
summarized below. 


In its operation of residential revenue producing properties, the company’s 
primary risk is reduced revenue growth in the event of increased vacancy rates, 
the inability to increase rental rates due to oversupply, restrictive government 
legislation and the failure to maintain the properties at a competitive level. 


The Company minimizes these risks by insisting on a high standard of 
maintenance and investing only in those locations highly desired by tenants. 
Vacancy rates in Greater Vancouver have remained at or below 2% over the past 
several years and management does not foresee a significant risk in this area.To 
keep the properties competitive, management will embark on major capital 
improvements at those properties where the greatest benefit in terms of 
increased rents miay be achieved. 


In its hotel operations, the Company is exposed to a variety of risks such as 
changes in market conditions, an increase in the supply of hotel rooms, 
currency rate fluctuations and changes in the labour market. These risks are 
managed by securing long term relationships with clients, developing and 
enhancing our relationships with international hotel chains and their 
reservation systems and ensuring that we have a strong and open relationship 
with our staff. 


In the normal course of its business the Company invests in a variety of bonds, 
securities, interest rate swaps and foreign currency transactions. The Company 
manages the associated risk of these investments through interest rate arbitrage 
and, when necessary, by hedging foreign currency exposure. 


The greatest risk in the Company’s activities is in the acquisition and 
development of residential properties for resale. It is the Company’s policy to 
acquire only land which is zoned for its intended use or where the required re- 
zoning is contemplated and encouraged by the governing authorities. 
Inventories of unsold units are kept at an absolute minimum and pre-sale 


programs are undertaken wherever feasible. 


FINANCIAL RISK 


The Company enjoys excellent relations with several major Canadian chartered 
banks and numerous fixed term lenders. With a solid base of income producing 
properties, the company’s credit facilities have been maintained and in some 


cases enhanced. 


Over the next fiscal year, the Company’s credit requirements consist of the 


following: 


* Capital improvements to selected revenue producing properties: will be 


funded from cashflow. 


0) 


* Refinancing term debt as it matures per the enclosed schedule. Given 
current low interest rates and the stable cash flow from rental apartments, 
management does not anticipate any difficulty in re-financing term debt. 


Construction financing for condominium development. All projects under 
construction or contemplated for construction within the next six months 
are financed at approximately 85% of cost. It is management’s policy not to 
proceed with new construction or land purchase if financing commitments 
are not in place. The most competitive financing is realized when significant 
pre-sales are in place; management does not commence construction until it 
has achieved 40% pre-sales. 


Construction financing for hotel development. The market for hotel 
construction and term financing remains thin and generally expensive. 
Management has successfully secured term financing for the existing 
Sheraton Wall Centre and construction financing for the 350 room Phase II 
addition. The Company does not plan to commence with construction of the 
Richmond hotel property this year. 


* Financing investment activities. All financing is secured prior to undertaking 
any investment activities. Equity investments are generally 50% financed 
while bonds and bond derivatives are financed to 90%. The Company enjoys 
strong relationships with both Canadian and U.S. financiers for these 
activities. 


It is management’s objective to reduce floating rate interest costs through the 
use of Banker’s Acceptance and LIBOR loans. LIBOR loans are issued only in U.S. 
dollars which exposes the Company to foreign exchange risk. In a circumstance 
where the Canadian dollar has dropped in value, the increased cost of the debt 
creates a potential liability for the Company which is recognized in the financial 
statements as a loss. Conversely, if the Canadian dollar increases in value, the 
gain is recognized as a profit. 


OUTLOOK FOR OPERATION CONDITIONS 


Wall Financial management remains optimistic that its portfolio of properties 
will continue to appreciate in value due to an increasing demand for housing 
and sound management. Revenue and income from our portfolio of rental 
apartment properties will remain stable with anticipated 1-2% increases in 
revenue. Capital improvements are required at some properties and will be 
undertaken this year.The hotel properties offer the greatest potential for returns 
and are well positioned in a growing market. The development and sale of 
residential units remains a viable market provided the product is well located 
and priced appropriately. Management is proceeding with the construction of 
two condominium properties in downtown Vancouver: 152 units and 234 units 
respectively. 
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We have audited the consolidated balance sheets of Wall Financial Corporation 
as at January 31, 1998 and 1997 and the consolidated statements of income and 
retained earnings and changes in financial position for the years then ended. 
These consolidated financial statements are the responsibility of the 
Company’s management. Our responsibility is to express an opinion on these 
financial statements based on our audits. 


We conducted our audits in accordance with generally accepted auditing 
standards. Those standards require that we plan and perform an audit to obtain 
reasonable assurance whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement 
presentation. 


In our opinion, these consolidated financial statements present fairly, in all 
material respects, the financial position of the Company as at January 31, 1998 
and 1997 and the results of its operations and the changes in its financial 
position for the years then ended in accordance with generally accepted 
accounting principles. As required by the Company Act (British Columbia), we 
report that, in our opinion, these principles have been applied on a consistent 
basis. 


Chartered Accountants 


KiNG 


Vancouver, Canada 
April 27, 1998 
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January 31, 1998 and 1997 


1998 1997 
Assets 
Properties (note 3): 
Revenue-producing properties: 
Rental $ 29,029,723 $ 66,144,013 
Hotel 83,393,224 93,879,719 
112,422,947 160,023,732 
Held for and under development 46,812,409 16,061,005 
159,235,356 176,084,737 
Investments (note 4) 18,604,293 5,562,164 
Amounts receivable 9,077,151 6,026,588 
Other assets (note 5) 4,621,670 7,935,110 
Cash 170,970 907,274 


$ 191,709,440 $ 196,515,873 


Liabilities and Shareholders’ Equity 


Debt on properties (note 6): 


Bank Indebtedness $ 78,693,400 $ 60,821,164 
Mortgages on revenue-producing properties 38,816,178 89,617,672 
117,509,578 150,438,836 
Accounts payable and accrued liabilities (note 7) 7,304,163 6,473,970 
Investment account liability (note 4) 2,994,690 : 
Taxes payable 3,319,118 422,711 
Deferred income taxes 12,098,530 11,567,150 
Non-controlling interest held by officers (note 8) 2,418,114 - 
145,644,193 168,902,667 

Shareholders’ equity: 
Share capital (note 9) 2,725,188 2,325,188 
Retained earnings 43,340,059 25,288,018 
46,065,247 27,613,206 


Subsequent events (note 10) 
Commitments and contingencies (note 11) 


$ 191,709,440 $ 196,515,873 


See accompanying notes to consolidated financial statements. 


On behalf of the Board: 


Director Director 


Condolidated Statements of Income and Ketained Carmings 


Years ended January 31, 1998 and 1997 


1998 1997 
(Restated 
- note 2) 
Revenue $47,286,452 $38,177,791 
Cost of sales and operating expenses 28,695,391 18,033,506 
18,591,061 20,144,285 
Other income: 
Investment 4,369,068 5,966,030 
Gain on sale of revenue-producing properties 18,669,545 2,080,162 
Gain (loss) on foreign currency translation 682,728 (67,363) 
23,721,341 8,432,449 
; 42,312,402 28,576,734 
Expenses: 
General and administration 4,635,815 3,113,637, 
Interest (note 6(c)) 8,255,044 11,281,162 
Depreciation and amortization 3,495,867 3,503,761 
Capital taxes 559,839 287,749 
16,946,565 18,186,309 
Income from continuing operations before income taxes 25,365,837 10,390,425 
Income taxes (note 12): 
Current 6,896,757 5,037,149 
Deferred 643,483 1,718,000 
; 7,540,240 3,319,149 
Income from continuing operations 17,825,597 TOTAs27 6 
Income from discontinued operations (note 2) 226,444 424,539 
Net income 18,052,041 7,495,815 
Retained earnings, beginning of year 25,288,018 26,295,033 
Dividends - 8,502,830 
Retained earnings, end of year $ 43,340,059 $ 25,288,018 
Earnings per share: 
Income from continuing operations $ 0.53 $ 0.21 
Net income 0.54 0.22 


See accompanying notes to consolidated financial statements. 
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Years ended January 31, 1998 and 1997 


1998 1997 
Cash provided by (used in): 
Operations: 
Net income $ 18,052,041 $ 7,495,815 
Items not involving cash: 
Depreciation and amortization 3,703,730 3,699,172 
Deferred income taxes Do 1,300 (1,718,000) 
Gain on sale of revenue-producing properties (18,669,545) (2,533,782) 
(Gain) loss on foreign currency translation (682,728) 67,363 
Write-down of land held for development 200,000 - 
Operating cash flow 3,134,878 7,010,568 
Changes in non-cash operating accounts 9,717,070 (18,551,623) 
Housing units for resale 18,412,512 = 
(5,560,564) (11,541,055 
Financing: 
Mortgages on revenue-producing properties (50,801,494) 7,437,072 
Dividends : 8,502,830 
(50,801,494) (1,065,758) 
Investments: 
Net disposals of land held for development or resale - 143,222 
Additions to hotel properties (15,206,049) (23,691,777) 
Additions to revenue-producing properties (6,479,276) (2,887,313) 
Properties under development (12,538,892) (824,744) 
Investments (13,042,129) 28,512,605 
Payments received on share purchase plan 400,000 351,000 
Proceeds on sale of hotel properties 25,329,784 2 
Proceeds on sale of revenue-producing properties 59,202,219 6,853,115 
Agreements receivable 97,939 1,589,247 
Additions to fixed assets (2,428,192) (426,902) 
Non-controlling interest 2,418,114 = 
31,193,518 4,678,703 
Decrease in cash (18,608,540) (7,928,110) 
Cash and bank indebtedness, beginning of year (59,913,890) (51,985,780) 
Cash and bank indebtedness, end of year $ (78,522,430) $ (59,913,890) 
Operating cash flow per share $ 0.09 $ 0.21 


See accompanying notes to consolidated financial statements. 
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Years ended January 31, 1998 and 1997 


The Company is incorporated under the Company Act of British Columbia. Its principal business activities 
include hotel operations, real estate development, real estate investment and investments. 


1. Significant accounting policies: 


(a) General: 


The Company’s accounting policies and its standards of financial disclosure are in accordance with the 
recommendations of the Canadian Institute of Chartered Accountants and the Canadian Institute of 
Public Real Estate Companies. 


(b) Consolidation: . 

The consolidated financial statements include the accounts of the Company and its subsidiaries. 
(c) Properties: 

(i) Revenue-producing properties: 


Revenue-producing properties are stated at the lower of cost less depreciation, or net recoverable 
amount. Depreciation is provided on a 5%, 40-year sinking fund basis. 


(ii) Held for and under development: 


The Company capitalizes acquisition and direct development costs for property held for resale or 
development and for revenue-producing properties. In addition, the following are capitalized: 


— Direct carrying costs, such as interest and property taxes, as well as incidental revenues and 
expenditures, to property held for resale or development. 


—A portion of the interest on specific borrowings and a portion of the administrative overhead to 
properties held for resale or development until the development is complete; and 


— Operating results of revenue producing properties until 80% occupancy is obtained. 


Where the estimated net realizable value of a property held for resale or development does not 
exceed book value the property is recorded at the net realizable value and interest and carrying 
costs are charged to current operations. 


(d) Investments: 


Investments in which the Company is able to exercise significant influence are accounted for by the 
equity method and, accordingly, include the Company’s share of undistributed earnings net of losses 
since acquisition. Portfolio investments are recorded at cost and dividends are included in income. 
Marketable securities are recorded at cost, which approximates market value. 
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Years ended January 31, 1998 and 1997 


1. Significant accounting policies (continued): 


(e) 


(f) 


(g) 


(h) 


(i) 


Futures contracts and options: 


The Company, in the normal course of business, trades in a variety of options, futures, and other 
investment contracts for the purpose of earning investment income. Any gains are recognized when 
realized and losses are recognized in income currently. 


Furniture, fixtures and equipment: 


Furniture, fixtures and equipment are recorded at cost and depreciated using the straight-line method 
at rates ranging from 15% to 50%, except for leasehold improvements, which are amortized using the 
straight-line method over 5 to 10 years. 


Revenue recognition: 


Revenue from the sale of property held for resale or development and revenue-producing properties 
is recognized when all material conditions of the sale have been fulfilled and a down payment 
appropriate in the circumstances has been received. 


Foreign currency translation: 


All of the Company’s foreign activities are fully integrated and are translated using the temporal 
method. Monetary assets and liabilities are translated at the year-end exchange rate, non-monetary 
items are translated at historical rates and revenue and expenses are translated at the average rate 
for the year. Gains or losses from exchange transactions are included in the statement of income or 
are capitalized during the construction period in the case of foreign currency denominated debt used 
to finance construction. 


Deferred financing costs: 


Fees and costs relating to the negotiation of borrowings are deferred and amortized on a straight-line 
basis over the term of the related debt. 


Use of estimates: 


Financial statements prepared in conformity with generally accepted accounting principles require 
management to make estimates and assumptions which can effect the reported balances. In 
determining estimates of net recoverable amounts and net realizable values for revenue-producing 
properties, properties held for and under development, investments, amounts receivable and other 
assets, the Company relies on assumptions regarding applicable industry performance and prospects, 
as well as general business and economic conditions that prevail and are expected to prevail. 
Assumptions underlying asset valuations are limited by the availability of reliable comparable data and 
the uncertainty of predictions concerning future events. 


By nature, asset valuations are subjective and do not necessarily result in precise determinations. 
Should the underlying assumptions change, the estimated net recoverable amounts and net realizable 
values may change by a material amount. 
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Years ended January 31, 1998 and 1997 


2. Discontinued operations: 


On December 11, 1997 (“Measurement Date”), the Company adopted a plan to dispose of its feed mill 
operations. The sale of the assets of the subsidiary company which owns and operates a feed mill was 
completed on February 2, 1998. The Company received proceeds of approximately $10,270,000 resulting 
in a gain on sale of approximately $2,700,000 which will be recognized in the 1999 fiscal period. 


The balance sheet includes the following amounts applicable to the discontinued operations. 


: 1998 1997 

Amounts receivable $ 5 f22.fee $ 4,427,571 
Other assets 1,256,907 1,504,682 
6,979,629 5,932,253 

Bank indebtedness 6,028,117 1,856,421 
Accounts payable 429,217 1,946,414 
Deferred income taxes 112,103 - 
6,345,231 3,802,835 


$ 634,398 $ 2,129,418 


ih 


The results of operations of the discontinued operation for the years ended January 31, 1998 and 1997 
are summarized as follows: 


1998 1997 

Income before income taxes $ 448,341 $ 714,390 
Income taxes: 

Current 334,000 289,851 

Deferred (112,103) - 

221,897 289,851 

$ 226,444 $ 424,539 


a, 


Revenues applicable to the feed mill operations for the year ended January 31, 1998 were 
$28,650,812 (1997 - $26,444,114). 


The comparative figures for 1997 have been reclassified to reflect the results of the discontinued 
operations referred to above. 
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3. Properties: 


1998 1997 
Revenue-producing: 
Rental: 
Land and building less accumulated depreciation 
of $8,875,860 (1997 - $9,467,140) $ 29,029,723 $ 66,144,013 
Hotel: 
Land and building less accumulated depreciation 
of $1,775,332 (1997 - $1,343,281) 76,829,642 88,381,583 
Furniture, fixtures and equipment less accumulated 
depreciation of $6,261,070 (1997 - $4,329,485) 6,563,582 5,498,136 
83,393,224 93,879,719 
112,422,947 160,023,732 
Held for and under development: : 
Housing units for resale 20,193,648 1,781,136 
Land held for development 26,618,761 14,279,869 


46,812,409 16,061,005 


% 199,200.300 $ 176,084,737 


During the year, the following costs were capitalized to properties held for and under development. 


1998 1997 
Property taxes $ 278,000 $ 219,000 
Interest 804,948 = 

4. Investments: 

1998 1997 
Marketable securities $ 10,879,836 $ 4,513,615 
Security on interest rate swaps (note 11(a)) 7,906,882 822,409 
Investments accounted for by the equity method 167,575 226,140 


$ 18,604,293 $ 5,562,164 


Included in marketable securities are U.S. $7,152,097 (1997 - $3,410,395) of investments which secure 
a margin account of $2,994,690 (1997 - $nil). 


In addition, included in marketable securities is U.S. $5,189,000 (1 997 - U.S. $610,500) held by the bank 
as security for interest rate swap transactions (note 11(a)). 


5. Other assets: 


1998 1997 

Fixed assets, less accumulated depreciation 
of $2,189,491 (1997 - $1,838,555) $ 3,482,038 $ 1,333,924 
Deferred financing costs 153,838 747,840 
Deposits and prepaids 546,852 5,160,587 
Inventory 438,942 | 692,759 


$ 4,621,670 $ 7,935,110 
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6. Debt on properties: 


1998 1997 

Bank indebtedness: 
Revenue-producing $ 45,845,842 $ 56,265,590 
Held for and under development 20,211,308 - 
Feeds 6,028,117 1,856,421 
General 6,608,133 2,699,153 
78,693,400 60,821,164 
Mortgages on revenue-producing properties 38,816,178 89,617,672 


$ 117,509,578 $ 150,438,836 


(a) 


(b) 


(c) 


oa 


Bank indebtedness on revenue-producing properties and other: 


Bank indebtedness on revenue-producing properties bears interest at varying rates and is secured by 
fixed and floating demand debentures and a second mortgage and assignment of rents on various 
revenue-producing properties. 


Bank indebtedness has been made available under lines of credit at January 31, 1998 which amounted 
to $94,868,000 (1997 - $92,996,000). 


Bank indebtedness on properties under development: 


During the year, the Company entered into three credit facility agreements in the total amount of 
$35,550,000, proceeds from which will be used to finance certain land acquisitions and developments. 
The credit facilities are in the form of Canadian dollar prime rate loans, letters of credit, and bankers 
acceptances maturing at dates between June 30, 1998 and January 31, 1999. The prime rate loans 
bear interest at prime rate plus 0.375% to 0.75% per annum. The credit facilities are secured by a first 
mortgage and assignment of rents on the related properties. 


Mortgages on revenue-producing properties: 


Mortgages on revenue-producing properties bear interest at a weighted average rate of 8.65% 
(1997 - 8.65%). Principal installments payable within the next five years are: 


1999 $ 551,592 
2000 6,233,916 
2001 Sys) | SYAh7/ 
2002 579,103 
2003 6Sil liza 
Thereafter 30,289,043 

$ 38,816,178 
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Years ended January 31, 1998 and 1997 
6. Debt on properties (continued): 


(c) Mortgages on revenue-producing properties (continued): 


1998 1997 
Interest on: 
Bank indebtedness $ 5,095,313 $ 4,792,188 
Mortgages on revenue-producing properties 4,093,968 6,591,182 
9,189,281 112383;c70 
Less: 
Interest capitalized to properties held for and 
under development (804,948) - 
Interest on discontinued operations (129,289) (102,208) 
(934,237) (102,208) 
$ 8,255,044 Geet 26t 62 
/. Accounts payable and accrued liabilities: 
1998 1997 
Trade accounts payable and accrued liabilities $ 7,063,246 $ 4,423,970 
Note payable (note 13(b 240,917 2,050,000 


$ 7,304,163 $ 6,473,970 


8. Non-controlling interest held by officers: 


During the year, the Company entered into four co-owners’ agreements with Wall Equity Corporation, a 
company owned by two officers of the Company, with respect to certain properties under development. 
Wall Equity Corporation provides 25% of the equity to finance the project and owns a 25% interest in the 
properties under development. 
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Years ended January 31, 1998 and 1997 


9. Share capital: 


Authorized: 
54,000,000 common shares without par value 


1998 1997 
Shares Amount Shares Amount 
Issued and outstanding: 
Opening balance 33,995,820 $3,238,088 33,995,820 $3,238,088 
Less amounts receivable 
under share purchase plan + 310,000 512,900 510,000 912,900 
33,685,820 $2,725,188 33,485,820 $2,325,188 


During the year ended January 31, 1992 the Company instituted a plan to enable certain employees to 
purchase shares in the Company at varying prices as determined by the Compensation Committee. Non- 
interest bearing loans are provided to these employees and are not repayable for ten years, except in the 
case of termination or death of the employee. The amounts receivable under the share purchase plan 
were reduced in fiscal 1998 by the payment of $400,000 by one of the shareholders in respect of 200,000 
shares, leaving a balance of 310,000 shares receivable ($512,900). 


The number of shares issued and outstanding excludes 119,900 (1997 - 119,900) shares held by the 
Company. 


10. Subsequent events: 


The Company has entered into an agreement to purchase a property for $11,000,000. As at January 31, 
1998, the Company has recorded a deposit paid of $100,000. The agreement is scheduled to close on 
January 4, 1999. 


11. Commitments and contingencies: 


(a) Swap contract: 

At year end, the Company was obligated under interest rate swap contracts in respect of referenced 
bonds in the total amount of U.S. $55,000,000. The swaps contracted are terminated at dates varying 
from July 1, 1998 to August 7, 2000. Under the terms of the swap contracts, the Company is entitled 
to either receive or pay the net amount of the cash flows arising from a referenced bond less interest 
at a floating rate based on the market value of the bond at the time of initiating the contract. Should 
the Company terminate a contract, the Company would be required to compensate the financial 
institution for any decline in value of the referenced bonds since the inception of the contracts. At 
January 31, 1998, the value of certain of the Company’s interest rate swap contracts had increased by 
$2,778,000 while the contingent liability for terminating the remaining contracts amounted to 
$1,179,000. 
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Commitments and contingencies (continued): 


(b) On October 3, 1996 and June 30, 1997, the Company entered into 20 year hotel franchise agreements 
in respect of its two hotel properties. Fees paid are calculated based on monthly gross hotel revenues 
and paid monthly. Each party has the option to terminate the agreement commencing in 2001 and 
2002, respectively. 


(c) Estimated costs to complete properties under development: 


The estimated costs to complete properties currently under development is $41,510,900 in respect of 
which the Company has arranged financing of $37,150,000. 


(d) Operating leases: 


The Company rents property under long-term operating leases. The aggregate annual rent payable 
on these leases to expire is as follows: 


1999 $ 507,365 
2000 508,811 
2001 510,256 
2002 SiterOe 
2003 151,814 
Thereafter 98,294 


12. Income taxes: 


1998 1997 


Provision for income taxes based on combined basic Canadian 
federal and provincial income tax rate of 45.6% (1996 - 45%)$ 11,603,000 $ 4,774,000 
Increase (decrease) resulting from: 


Tax benefit of prior year losses (2,453,000) (1,267,000) 
Rate difference on foreign source income (136,000) (271,000) 
Large corporations tax 250,000 280,000 
Non-taxable portion of capital gains (2,079,000) (318,600) 


Other 355,000 121,600 


$ 7,540,000 $ 3,319,000 


13. Related party transactions: 


(a) In the normal course of its feed mill operations, the Company sells feed to operations which are owned 
by members of the families of certain directors, officers and significant shareholders. In all cases, these 
sales are on the same terms as arrangements with unrelated parties. The total of sales transactions 
during the year was $5,994,093 (1997 - $5,697,163). These sales have been reflected through 
discontinued operations on the consolidated statements of income and retained earnings. Included in 
amounts receivable are amounts due totalling $1,320,875 (1997 - $842,982) in respect of these sales 
transactions. 


(b) Included in accounts payable is $240,917 (1997 - $2,050,000) related to a promissory note from an 
immediate family member of a Company director and significant shareholder. This note bears interest 
at prime and is renewed on a monthly basis. 
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(c) During the year, the Company earned $81,000 (1997 - $88,000) in laundry commission revenue and 
$108,000 (1997 - $154,000) in bookkeeping revenue from companies controlled by directors, officers 
and a significant shareholder. 


(d) During the year, the Company sold 31 stratified units in one of its rental properties to certain directors, 
companies controlled by directors and an immediate family member of a significant shareholder on 
similar terms as sales to unrelated parties. The Company received net proceeds of approximately 
$5,800,000. The Company leased back 29 of the stratified units sold in one of its rental properties from 
certain directors and companies controlled by directors. The aggregate rental payments for the next 
five years are included in operating lease commitments (note 11(d)). Total lease payments for the year 
were $361,000. ; 


14. Acquisition: 


During fiscal 1997, the Company acquired 100% of the outstanding common and preferred shares of 
361537 B.C. Ltd., which owned and operated the Landis Hotel, Vancouver. The transaction was 
accounted for by the purchase method with the results of operations included in these financial statements 
from the date of acquisition. Details of the acquisition are as follows: 


Net assets acquired, at assigned values: 


Non-cash current assets $ 47,679 
Hotel property and equipment 22,666,131 
Other long-term assets 12,494 

22,726,304 
Less long-term debt 1,392,510 


$ 21,333,794 


Consideration given: 


Cash $ 11,833,794 
Vendor loan 9,500,000 
$ 21,333,794 


NEE... ee — —————————— a, 


In June 1997, the property was sold. 


15. Financial instruments: 


The Company has the following financial instruments: amounts receivable, marketable securities, debt on 
properties, accounts payable and accrued liabilities, investment account liability, taxes payable and interest 
rate swap contracts. The carrying values of amounts receivable, accounts payable and accrued liabilities, 
investment account liability and taxes payable approximate their fair values due to the short-term nature of 
these financial assets and liabilities. The market value of the marketable securities approximates cost as 
disclosed in note 1(d). The Company’s market position relating to interest rate swap contracts is disclosed 
in note 11(a). Other financial instruments of a longer term nature are impacted by changes in market yields 
which can result in differences between their carrying value and their market value. Management 
estimates that these differences are not material to the financial statements. 
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Years ended January 31, 1998 and 1997 


16. Comparative information: 


Certain comparative figures have been reclassified to conform with the current year’s presentation. 


17. Segmented information: 


1998 1997 
Revenue: 
Revenue-producing properties: 
Rental $ 14,095,302 $ 17,076,624 
Hotel 30,496,764 20,463,895 
44,592,066 37,540,519 
Sale of real estate 2,589,000 - 
Other 273,004 1,071,580 
47,454,070 38,612,099 
Elimination of intersegment transactions (167,618) (434,308) 


$ 47,286,452 $ 38,177,791 


Income from continuing operations before tax: 
Revenue-producing properties: 


Rental $ 3,193,800 $ 3,617,870 

Hotel _ 4,857,048 2,852,389 
8,050,848 6,470,259 

Sale of real estate (179,437) - 
Other (1,399,619) 1,386,384 
Gain on sale of revenue-producing properties 18,894,045 2,533,782 


S  25.000.00, = $ 10,390,425 


Identifiable assets: 
Revenue-producing properties: 


Rental $ 29,036,460 $ 67,042,176 

Hotel 84,997,954 94,399,989 
114,034,414 161,442,165 

Sale of real estate (housing units) 30,921,083 2,831,191 
Other 40,972,653 27,777,419 
185,928,150 192,050,775 
Elimination of intersegment balances (1,198,339) (1,467,155) 
Assets applicable to discontinued operations 6,979,629 5,932,253 


$ 191,709,440 $ 196,515,873 
SE RS Se EP A IB SAS IE 
Depreciation and amortization expense: 
Revenue-producing properties: 


Rental $ 673,415 $ 970,286 

Hotel 2,687,129 2,515,811 
3,360,544 3,486,097 

Other 135,323 17,664 


$ 3,495,867 $ 3,503,761 
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